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Investment scams past & present

Why this is important
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Why discuss scams and deceptions? JULENCAPITAL

* They’'ve always been with us
* They’re here today

* They’ll be here tomorrow

* Human nature

* Let’s at least admit the truth . . . and attempt to mitigate today’s deceptions

For internal use only, do not share with clients or prospects



JULEXCAPITAL

Investment scams have always been with us
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A New York City swindler tries to cheat a man from the

country, 1868.



Investment scams have always been with us
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But why?

Three factors must be present for scams/deceptions to continue

Presence of lions - those who

Actively engage in deception
Lost their moral compass, forgetting that “ya can’t just make stuff up”

Presence of sheep - those who

Seek the next get-rich-quick scheme
Base decisions on past returns (real or imagined)

Unwillingness to ask 3 simple questions and demand 3 simple answers

Why does it exist?
Why will it work?
Why are the answers adequate?

For internal use only, do not share with clients or prospects



Next get rich quick scheme - Past offenses JULENCAPITAL

* Charles Ponzi - 1920

* The Florida land boom and bust of the 1920s

* |var Kreuger (The Match King hoax of 1929/32)

* |van Boesky (trading on insider information about future corporate takeovers)

* Bre-X Mining (Michael de Guzman, 1997, fake gold mine)

* Jordan Belfort (the Wolf of Wall Street, classic pump and dump market manipulation)

* Sam Israel - Bayou Hedge Fund Group (1998 deception, false accounting statements)

For internal use only, do not share with clients or prospects
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Charles Ponzi - 1920 JULENCAPITAL

- :Boston Man Called Advertus-
~ing Gétspaw for Interna-

?"—,.

tional Group.

.(.-a;’ :_BOSTON Aug. 12.—Charles Ponzi,
Edered to the United Smtcs mar-
thal and a warrant for his arrest
5 ;»olng prepared.
~"§trlct-Attomey Gallagher said
i had surrendered because he
:‘himeelt unable to carry out

m 303 ‘he had made for the re-
iption of his notes tomorrow.

be time Ponzi gave himself Fra;
sarine wase baine held hefore | Lo
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The Florida land boom and bust of the 1920s JULENCAPITAL
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FLORIDA’S EUPHORIA

During this boom, most
speculators hired young,
ambitious men and women
to show the land to
prospective buyers and
accept a "binder” on the
sale. A binder was a non-
refundable down payment
that required the rest of
the money to be paid in 30
days.
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Gnmc M. Turx

Tampa Bay Hotel grounds in
January 1922 - Tampa, Florida




lvar Kreuger (The Match King hoax of 1929/32) JULEXCAPITAL
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Next get rich quick scheme - Past offenses JULENCAPITAL

* Enron, 7t largest U.S. corporation (Kenneth Lay and Jeffrey Skilling, 2001)

* WorldCom (Bernard Ebbers, largest U.S. accounting fraud, $100 billion loss)
* Tyco International (Dennis Kozlowski and Mark Swartz)

* HealthSouth (Largest U.S. healthcare provider, accounting fraud)

* Bernie Madoff

e Tom Petters (hedge fund scam)

* Allen Stanford (Standard International Bank, fictional client statements, 2009)

For internal use only, do not share with clients or prospects



Enron, 7t largest U.S. corporation (Kenneth Lay and Jeffrey Skilling, 2001) JULENCAPITAL

THE BIGGEST FRAUD
I JHISTORY
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stock peaks at $64.50.

2001.: WorldCom lays off
about 6,000 workers.

April 2002: Ebbers
resigns as CEQ.

June 2002: WorldCom

WorldCom (Bernard Ebbers) JULEXCAPITAL
announces 17,000 layoffs;
stock drops below $1; SEC

r— it
files fraud charges after

company admits inflating WOR LDCOM

earnings by $3.8 billion. In-
vestigation later estimates Jan. 25, 20085: Ebbers'
an $11 billion fraud. fraud trial opens.

Forinternal u



Tyco International (Dennis Kozlowski and Mark Swartz) JULENCAPITAL

%\ Your 7-day TV |}
.. | Sports guide

DA says
| DOSSes
o lived high
life on |
SG0OM |
company |§
cash ||
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Lessons learned - but we forget

* One saying comes to mind: “If it’s too good to be true, it probably is”

* Any opportunity offering potentially high returns.. . . is expected to come with a
commensurate higher level of risk . . . . this is one reason why the very high, quick
returns offered by Ponzi, should have sent alarm bells ringing

e Experts had warned regulators about the unlikelihood of Madoff’s relatively high, steady,
long-term returns as long ago as 1999. . . . sadly, the warnings were not taken seriously

For internal use only, do not share with clients or prospects
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Lessons learned - but we forget

* One saying comes to mind: “If it’s too good to be true, it probably is”

* Any opportunity offering potentially high returns is expected to come with a
commensurate higher level of risk . . . . this is one reason why the very high, quick
returns offered by Ponzi should have sent alarm bells ringing

e Experts had warned regulators about the unlikelihood of Madoff’s relatively high, steady,
long-term returns as long ago as 1999. . . . sadly, the warnings were not taken seriously

ﬂ One of my NYC foundation clients invested in Madoff. | was their hired investment \
consultant. Fortunately, | strongly recommended against Madoff in an exhaustive memo
to the Foundation’s board. They went ahead anyways, why?

e Hubris Greed Herding
* Overconfidence Need to get-rich-quick
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Lessons learned - but we are in denial

* We want to say that it is the responsibility of the SEC (and other regulators) to keep us
safe as investors

* That is so wrong . . . it is our own responsibility to keep ourselves safe

* By falsely claiming that it is the SEC’s duty . . . and failing to accept responsibility for our
own actions . . . we guarantee inevitable failure

For internal use only, do not share with clients or prospects
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Why do we fall for scams and
deceptions?

Behavioral biases
Laziness

For internal use only, do not share with clients or prospects



Nine primary behavioral biases - That cause us to make poor decisions JULENCAPITAL

e‘,tLoss Aversion eLHerding

Expecting to find Copying the behavior
high returns with of others even in the
low risk face of unfavorable

outcomes

e1Regret

Treating errors of
commission more
seriously than errors
of omission

1Narrow Framing

Making decisions
without considering
all implications

e Mental

lAccounting

Taking undue risk
in one area and

1Media Response

Tendency to react to
news without

o : reasonable
avoiding rational examination
risk in another
L piversification % Optimism
Seeking to reduce e Belief that good
”S.k' bu_t simply 1Anchoring things happen to me
using different Relating to the familiar and bad things
SDRECes experiences, even happen to others

when inappropriate



Nine primary behavioral biases - That cause us to make poor decisions /JUI-E\CA\P

TAL

1Loss Aversion
Expecting to find
high returns with
low risk

4 )

1Narrow Framing

Making decisions
without considering

\ all implications /

Mental

lAccounting

Taking undue risk
in one area and
avoiding rational
risk in another

e
.'.D!ye,,rs,l,ﬁ,c,atl,on

Seeking to reduce
risk, but simply
using different
sources

e‘_Anchoring

Relating to the familiar
experiences, even
when inappropriate

@, \
LHerdmg

Copying the behavior

of others even in the

face of unfavorable

\ outcomes

e1Regret

Treating errors of
commission more
seriously than errors
of omission

&

1Media Response

Tendency to react to
news without
reasonable

\ examination /
(@ )

_'_Optimism
Belief that good

things happen to me
and bad things

\ happen to others /




Softer drivers - encouraging us to fall for the scams/deceptions JULENCAPITAL

GREED/RULY
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Next get rich quick scheme - Today’s offenses

* Crypto currencies
* SPACS

e Meme stocks

For internal use only, do not share with clients or prospects



Meme stocks JULEXCAPITAL

DONT WORRY ABOUT IT, JUST BUY
'IIIE STOCKS I TELL WII 10" TRUST ME™

: . DAY
Wd star, Leonardo DiCaprio plays a stock broker in the movie, "The Wolf of Wall Street” T R A.I N G

& ' GOTIASTEP YOUR GAMEUP

THOSE AH%III]OKIE NUMBERS

D,

F 2
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SPACs . .. Munger - It’s just like the Great Tech Wreck of 2000 JULENCAPITAL

/
"It Must End Badly” - Munger Says Market Resembles Dot Com Bubble, Calls
QPAI:S “Shit"

-]

& BYTYLER DURDEN WEDNESDAY FEB 24, 2021 - 13:29 PM

Warren Buffett's "No. 2" spoke dunng the annual meeting of the Daily Journal Corporation, the Los Angeles newspaper-
publishing company chaired by Munger. The 97-year-old Charlie Munger is best known for his work as Vice Chairman of
Berkshire Hathaway, where he has served as Buffett's nght hand man for decades. And like Buffett, Munger has a soft spot
for newspapers and legacy media companies, and thus took time out of his (busy?) week to answer questions from Daily
Journal shareholders in a meeting broadcast live online (watch recording below).

For internal use only, do not share with clients or prospects



SPACS started out red hot

JULENCAPITAL

US Spacs zoom to record in banner year

Proceeds raised in special purpose acquisition companies (Sbn)

—-I-
2005

2020 data s vear 1o September 30

Source: Refinitiv
©ET

2010 2015
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SPACS have only gotten worse JULENXCAPITAL

Exhibit 5: The SPAC boom has continued in early 2021

as of February 18, 2021
50
45 US SPAC capital raised
40 ($ billion) Ratads
Year (S billion) No.
35 2013 51 10
30 2014 2 10
2015 4 17
25 2016 3 11
2017 1 33
20 2018 S 35
15 2019 13 52
2020 76 227
10 YTD 2021 44 144
5 ]
Y SE——— (TN PTL ]

123412341234123412341234123412341234
2013 2014 2015 2016 2017 2018 2019 2020 2021

Source: Dealogic, Goldman Sachs Global Investment Research
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IPOs of unprofitable innovation and technology companies JULENCAPITAL

Exhibit 19: % of IPOs that are unprofitable near Dot Com Bubble peak

0%
80% 80%

% Of IPOs that are
unprofitable

0%

1980 1985 1990 1995 2000 2005 2010 2015 2020

Sowce BofA Research kwestment Comenittes, Univ. of Floridy Warringzon College of Busress
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Private digital currencies

Crypto crap

For internal use only, do not share with clients or prospects



Crypto crap JULEXCAPITAL

e Just think Beanie Babies

* You don’t need to think about anything else

* Just keep repeating “Bennie Babies” . . . again and again




Why are governments so concerned with crypto? JULENCAPITAL

* Loss of monetary policy
* Loss of seigniorage

* Loss of global reserve currency

Loss of tax revenue
e Support of criminal element
* Loss of threat to foreign nations that misbehave E

* Financial stability

only, do not share with clierjEEEE Aﬂ



Why are governments so concerned with crypto? JULENCAPITAL

* Loss of monetary policy This is why governments will inevitably
* Loss of seigniorage make crypto illegal

* Loss of global reserve currency

Loss of tax revenue

AU =

;,Gi

* Loss of threat to foreign nations that misbehave R\S\gf :& o

e Support of criminal element v%

* Financial stability



JULEXCAPITAL

An important distinction, scam vs
bubble

Important, different . . . but yet having many similarities

For internal use only, do not share with clients or prospects



Distinction scam versus bubble JULENCAPITAL

 For Tesla to justify its current valuation . . . it needs to innovate and dominate far far into
the future

* |n a way that more than matches Amazon

e That’s a seriously big ask

* More alarmingly, Tesla is that rare example of a bubble that burst and then reinflated
* Bitcoin is another

* When two such phenomena come along at once . . . the most likely explanation lies in the
conditions and psychology surrounding them . . . and not in Tesla and Bitcoin themselves

* This is seriously bad

For internal use only, do not share with clients or prospects



The US stock market today
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Sven Henrich @ 1>
@NorthmanTrader

Highest market valuation ever: $47.23 trillion.
Widest disconnect from the economy ever: 207.7% market
cap vs GDP.

1 i
1980 1990 2000 2010 2020

4:36 AM - Oct 21, 2021 ©)

Q 11Kk © 95 T, Share this Tweet

Tweet your reply

For the only thing that matters at the end of the day is Fed liquidity which again drove the
latest rally:



/
Let’s zoom in on the numbers JULEXCAPITAL

Highest market valuation ever: $47.23 trillion.
Widest disconnect from the economy ever: 207.7% market
cap vs GDP.

| | | | |
1980 1990 2000 2010 2020

4:36 AM - Oct 21, 2021 G)



Tesla is not the problem . . . it just demonstrates the problem JULENCAPITAL

Sven Henrich & L 4
wp @NorthmanTrader
Today $TSLA has gained $100B in market cap on a $4B

revenue order while Elon Musk has added $29B to his
personal wealth as a result.

Alexa: What part of the cycle are we In?
12:25 PM - Oct 25, 2021 ®

) 4k C) 249 T, Share this Tweet

Tweet your reply

But as long as markets don't mind valuations don’'t matter.

For participants have caught on by now that the only time markets truly correct on a
quarterly time frame i1s when QE ends somewhere:
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Salesman vs conman JULE)

e The salesman (the successful salesman) . . . always always tells the truth

 The con man. .. he, always makes stuff up . . . then asks you to believe his fabrications

For internal use only, do not share with clients or prospects



Why discuss scams and deceptions? JULENCAPITAL

* They’'ve always been with us
* They’re here today

* They’ll be here tomorrow

* Human nature

* Let’s at least admit the truth . . . and attempt to mitigate today’s deceptions

* Butalso...some incorrectly believe that the U.S. is safer from scams/deceptions
than international

* Thisis not true.. . . as well demonstrated by history

For internal use only, do not share with clients or prospects



Next get rich quick scheme - Past offenses JULENCAPITAL

* Charles Ponzi - 1920

* The Florida land boom and bust of the 1920s

* |var Kreuger (The Match King hoax of 1929/32)

* |van Boesky (trading on insider information about future corporate takeovers)

* Bre-X Mining (Michael de Guzman, 1997, fake gold mine)

* Jordan Belfort (the Wolf of Wall Street, classic pump and dump market manipulation)

* Sam Israel - Bayou Hedge Fund Group (1998 deception, false accounting statements)
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Next get rich quick scheme - Past offenses JULENCAPITAL

/- Enron, 7t largest U.S. corporation (Kenneth Lay and Jeffrey Skilling, 2001) \

* WorldCom (Bernard Ebbers, largest U.S. accounting fraud, $100 billion loss)

K- Tyco International (Dennis Kozlowski and Mark Swartz) /

* HealthSouth (Largest U.S. healthcare provider, accounting fraud)
* Bernie Madoff
e Tom Petters (hedge fund scam)

* Allen Stanford (Standard International Bank, fictional client statements, 2009)
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Bottom line

What’s to be done

For internal use only, do not share with clients or prospects



The bottom line JULEXCAPITAL

* Don’tinvest on
* Past returns
* Stories
e Getrich quick schemes
* Exciting stories (today meme, SPACs, Crypto)

* Do invest on
e Good folk
* Good organizations
* Logical approaches
* No black boxes . . . instead seek flawless transparency

* Always ask and then adequately answer
* Why does it exist?
 Why will it work?

For internal use only, do not share with clients or prospects
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For more information contact JU'.-E/\CAP”AL

Jeff Megar, CFA Liam Flaherty
Email jeff. negar@julexcapital.com Email liam.flaherty@julexcapital.com
Office 781-772-1378 Office 781-489-5398
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What will my client earn on their
bond portfolio. ..

Why this is important
Friday, November 5% at 11:00 a.m. EASTERN

For internal use only, do not share with clients or prospects



Important Disclosures JULENCAPITAL

All data and statistics were provided by Global Financial Data, Inc. (unless otherwise indicated in the exhibit)

This information in this presentation is for the purpose of information exchange. This is not a solicitation or offer to buy or sell any security. You must do your own due
diligence and consult a professional investment advisor before making any investment decisions. The use of a proprietary technique, model or algorithm does not
guarantee any specific or profitable results. Past performance is not indicative of future returns. The performance data presented are gross returns, unless otherwise
noted.

The risk of loss in trading securities can be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition.
All information posted is believed to come from reliable sources. We do not warrant the accuracy or completeness of information made available and therefore will not be
liable for any losses incurred.

Some part of the investment performance shown is HYPOTHETICAL. It is based on the back tests of historical data. Hypothetical performance results have many inherent
limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In
fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not
involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand
losses or adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the presentation of
hypothetical performance results and all of which can adversely affect actual trading results.

The composition of a benchmark index may not reflect the manner in which a Julex portfolio is constructed in relation to expected or achieved returns, investment
holdings, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error targets, all of which are subject to change over time.

No representation or warranty is made to the reasonableness of the assumptions made or that all assumptions used to construct the performance provided have been
stated or fully considered.
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